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SOUTH AFRICA ECONOMIC REVIEW 

 Eskom confirmed solid progress on the commissioning of Medupi’s Unit 6. The unit ran for a 

record six days without a trip the longest period of uninterrupted operation since its 

synchronization on 2nd March and the output level hit 735 megawatts (MW) close to the full 

capacity of 749MW. Meanwhile the Koeburg nuclear power station which has been down for 

planned maintenance since February is due to come back online by the end of May. 

Imminent full capacity at Medupi Unit 6 and Koeberg will add close to 1700MW of electricity 

to the grid, greatly alleviating the risk of power outages.  

 In its quarterly review Moody’s credit rating agency as expected maintained its rating of 

SA’s foreign debt at Baa2 with a “stable” outlook. As usual the rating agency cited credit 

strengths and weaknesses and factors which might prompt a change in credit rating. Among 

factors which might prompt a credit rating downgrade Moody’s cited slippage in the 

government’s commitment to fiscal consolidation and debt stabilization. In this context the 

government last week capitulated to public sector wage demands with an increased offer of 

7%.  

 Manufacturing production increased by more than expected in March rising 3.8% year-on-

year well above the 1.3% consensus forecast and more than reversing the -0.4% decline in 

February. On a month-on-month basis production increased 1.2% beating the 0.5% 

consensus. The improvement is attributed to fewer days of electricity supply disruption. 

However, despite the improvement in March manufacturing production still contracted in 

the first quarter by -0.6% quarter-on-quarter. 

 Mining production increased in March by a robust 18.8% year-on-year building on from the 

7.8% increase in February, and by 7.1% month-on-month substantially above the -0.4% 

expected decline. The rise in production is attributed to a surge in output of platinum 

group metals which increased 132.2% on the year and added 13.1 percentage points to the 

overall year-on-year gain. The production of coal and manganese also fared well, with 

respective year-on-year increases of 9.0% and 17.3%. On a quarter-on-quarter basis mining 

production increased by 1.9%. 

 In its quarterly review the National Association of Automobile Manufacturers (NAAMSA) 

lowered its forecast for new domestic car sales in 2015 from a previous 671,000 to 659,000. 

The downgrade is influenced by disappointing car sales so far this year, down in the first 

quarter (Q1) by -0.8% year-on-year. However, exports are performing well with NAAMSA 



 

 

forecasting that vehicle exports will rise from 276,873 in 2014 to 320,500 in 2015, helped 

by the low base effect from last year’s strike activity and Eurozone demand recovery.  

 Foreign investors sold R2.3 billion worth of SA bonds in the past week and bought R4.0 

billion worth of equities. Over the month of May-to-date foreign investors sold R1.6 billion 

worth of bonds and bought R2.8 billion worth of equities, while for the year-to-date foreign 

investors bought R7.6 billion and R20.7 billion worth of SA bonds and equities respectively. 

Foreign investors accounted for a lower than usual portion of daily trade volume, measuring 

35.8% of total market activity in the past week, below the 42.8% year-to-date average. The 

below average reading is attributed to a global upward move in bond yields which is spilling 

over into reduced appetite for SA bonds.  

 

SOUTH AFRICA POLITICAL REVIEW 

 The Eskom “war room” headed by Deputy President Cyril Ramaphosa instructed the 

Treasury to look at ways to sell up to 30% of Eskom as a means of raising funds for the 

energy provider and to bring in private sector expertise. However, privatisation is a 

contentious issue for the ANC with the news attracting swift criticism from COSATU. The 

Public Enterprises Minister Lynne Brown also rejected the privatization of utilities that are 

supposed to provide basic services. A compromise which has been reportedly tabled by the 

ANC is for an Eskom stake to be sold to the Public Investment Corporation, although this 

solution would exclude the introduction of private sector expertise. 

 The Association of Mineworkers and Construction Union (AMCU) submitted its gold and coal 

sector wage demands, demanding a doubling in the lowest basic wage from R6000 to 

R12500 and a doubling in housing benefits to R4000. The demands signal a difficult round of 

wage negotiations. AMCU’s presence has grown, now representing around 29% of workers in 

the gold sector. The existing wage deals in both gold and coal sectors are due to expire at 

the end of June. 

 

SOUTH AFRICA: THE WEEK AHEAD 

 First quarter labour force survey: Due Tuesday 19th May. According to consensus forecast 

the unemployment rate is expected to rise slightly to 25.0% in the first quarter (Q1) from 

24.3% in Q4 2014. The rise is attributed to the ending of festive season part-time 

employment contracts and the seasonal increase in first time job seekers.  



 

 

 Consumer price inflation (CPI): Due Wednesday 20th May. According to consensus forecast 

CPI is expected to accelerate from 4.0% year-on-year in March to 4.8% in April.  

 Retail sales: Due Wednesday 20th May. According to consensus forecast retail sales are 

expected to slow from year-on-year growth of 4.2% in February to 3.1% in March.  

 The SA Reserve Bank’s (SARB) interest rate decision: Due Thursday 21st May. Although the 

probability of a repo rate hike from 5.75% to 6.0% is finely balanced according to the 

forward rate agreement market, the consensus view among economists is that there will be 

no rate hike at the upcoming policy meeting. The economy remains weak and consumer 

price inflation is well within the SA Reserve Bank’s % target range of 3-6%. Moreover, SARB 

Governor Lesetja Kganyago in an interview reported that the Monetary Policy Committee 

(MPC) would not necessarily respond to a temporary breach of the inflation target.  

 

NORTH AMERICA 

 The University of Michigan consumer sentiment index unexpectedly fell from 95.9 in April 

to 88.6 in May compared with the consensus forecast for no change. The current conditions 

index and forward-looking expectations index both declined from 107.0 to 99.8 and from 

88.8 to 81.5. The decline in consumer confidence is attributed to the rise in gasoline 

prices, which are already up by 3.5% for the month of May-to-date and impacting the level 

of household disposable income. The data follows a similar pattern to the Conference 

Board’s weak consumer confidence index for the month of April. 

 US industrial production fell in April for a fifth straight month, declining by -0.3% month-on-

month compared with the consensus forecast for no change. While motor vehicle and parts 

production eked out a gain of 1.3% on the month this was a marked slowdown on the 4.3% 

growth in March. Other sectors were generally weak, machinery falling -0.9%, computer and 

electronics unchanged, utilities falling -1.3% and mining down -0.8%. Drilling of oil and gas 

wells fell -14.5% on the month.  

 US retail sales failed to rebound as expected following the weather-induced slowdown in 

the first quarter. Unlike last year when retail sales rebounded strongly in April following a 

similar weather pattern, retail sales were unchanged in April on a month-on-month basis. 

However, pessimism may be misplaced: The flat reading in retail sales is largely attributed 

to the effect of lower gasoline prices on gasoline sales. Excluding gasoline, retail sales were 

up by a robust 3.8% year-on-year versus 0.9% if gasoline sales are included.  

 Federal Reserve Bank of Chicago President Charles Evans, a voting member of the monetary 

policy setting Federal Open Market Committee said in a speech that the Fed should refrain 



 

 

from raising the benchmark Fed Funds Rate this year. Evans said that: “It makes sense to 

favour some overshooting” of the 2% consumer price inflation target, adding that “There 

aren’t any serious costs of modestly overshooting our inflation target  particularly 

considering how long inflation has been below our target.” Evans suggested that to fail in 

meeting the Fed’s dual goals of price stability and full employment would be especially 

costly as there is little room to maneuver with additional monetary policy. 

 US producer price inflation (PPI) unexpectedly fell in April to -0.4% month-on-month well 

below the 0.1% consensus forecast. Core PPI, excluding food and energy, also fell by -0.2% 

on the month below the 0.1% consensus forecast. On a year-on-year basis PPI decelerated 

from -0.8% to -1.3%. The data reflects broad-based disinflation with personal consumption 

PPI also falling -0.3% on the month and -0.8% on the year, indicating some spillover into 

weak consumer price inflation (CPI).  

 

CHINA 

 China’s total renminbi new loan extension shrank in April by -8.6% year-on-year and broad 

money supply growth fell from 11.6% year-on-year in March to 10.1% the lowest since 2005. 

Weak money supply and loan growth signals the increasing likelihood of further monetary 

easing. The People’s Bank of China (PBOC) is widely expected to cut its benchmark interest 

rate by a further 50 basis points during the second and third quarters with prospects for 

additional rate cuts if economic momentum slows further. There is scope for significant 

monetary easing as interest rates remain high in real terms given that consumer price 

inflation is just 1.5%.  

 

JAPAN 

 Japan’s core private sector machinery orders (capex), a key indicator of business investor 

confidence, increased in March by 2.9% month-on-month the first increase in three months 

and above the 1.5% consensus forecast. The government kept its assessment intact that 

“modest pick-up movements can be seen.” After declining for a third straight quarter in the 

fourth quarter (Q4) 2014, capex is likely to grow in Q1 2015 and continue to show an 

improving trend for the remainder of the year.  

 The government Cabinet Office’s Economic Watchers Survey index increased from 52.2 in 

March to 53.6 in April a fifth straight increase and above the key expansionary 50 level for a 

third straight month. The forward-looking expectations index also increased for a fifth 

straight month from 53.4 to 54.2. The indices which measure sentiment among “frontline” 



 

 

workers indicate that economic conditions are steadily improving in line with the Cabinet 

Office’s assessment that “a modest recovery trend continues.” 

 

EUROPE 

 Eurozone GDP grew in the first quarter (Q1) by 0.4% quarter-on-quarter in line with 

expectations and up from 0.3% in Q4 2014. Countries dependent on exports for growth 

showed weaker than expected data attributed to the economic slowdown in the US and 

China during the first quarter. In Germany and the Netherlands GDP growth slowed to 0.3% 

and 0.4%. Growth was stronger than expected in countries more reliant on domestic 

demand, with Spain and France achieving expansion of 0.9% and 0.6%. Italy also exited 

recession with growth of 0.3%. The outlook for the remainder of the year remains positive 

with external demand from the US expected to recover and continued quantitative easing 

providing added stimulus. Eurozone GDP growth is likely to increase to around 1.5% for 2015 

as a whole.  

 In contrast with the average Eurozone GDP growth rate of 04% Greece’s GDP shrank in the 

first quarter (Q1) by -0.2% quarter-on-quarter. Although not as bad as the -0.4% contraction 

in Q4 2014 there is little sign of improvement in coming quarters according to recent 

economic survey data. Moreover the liquidity conditions at the Greek Treasury are 

increasingly tight explaining the pick-up in debt negotiations in recent days. While the 

Credit Default Swap (CDS) market is pricing-in a technical debt default this does not mean 

Greece’s exit from the Eurozone. Cyprus is a useful precedent in this regards, having 

defaulted in 2013. Moreover, recent polls show that a strong majority of Greeks continue to 

support Eurozone membership and financial assistance from the IMF, EU and ECB.  

 

UNITED KINGDOM 

 The surge in the pound, post the surprise election result giving the Conservative party an 

outright majority, seems to be running out of steam. Markets appear to be focused again on 

the government’s fiscal consolidation plans. In presenting the Bank of England’s (BOE) 

latest inflation report BOE Governor Marc Carney insisted that fiscal policy would be an 

important headwind for the UK economy. Subsequently Carney also called on the 

government to act with “appropriate speed” in holding the planned referendum on EU 

membership. Uncertainty on EU membership may dent business confidence and investment 

spending.  



 

 

 UK industrial production increased in March by 0.5% month-on-month the biggest increase 

in six months and well above the 0.0% consensus forecast. On a year-on-year basis industrial 

production increased from 0.1% the previous month to 0.7% and is expected to improve 

further in coming months. The lower oil price should reduce industrial production costs in 

the months ahead and increase competitiveness. The data is encouraging signaling a much 

needed rebalancing of the UK economy away from its reliance on the services sector and 

consumer expenditure.   

 

FAR EAST AND EMERGING MARKETS  

 The Australian Bureau of Meteorology raised its El Nino status for the first time since 2009. 

The US National Oceanic and Atmospheric Administration reported a 90% probability that 

the warm and dry El Nino weather pattern will continue throughout the summer, which 

would affect the East Asian monsoon season. Food price inflation is likely to spike as a 

result of weak harvests, spilling over into consumer price inflation (CPI) in countries where 

food makes up a large share of the CPI basket. The need for food imports may also prompt 

countries to protect their currencies via monetary policy tightening, while higher food 

prices will impact household disposable income.  

 Thailand’s GDP growth fell sharply from a downwardly revised 1.1% quarter-on-quarter 

annualized in the fourth quarter (Q4) 2014 to 0.3% in Q1 2015. The performance is 

attributed to sluggish consumer demand both at business and household level, and the 

impact of China’s slowdown on export performance. However, tourism continued to growth 

strongly, contributing a third of GDP and adding 2.0 percentage points to year-on-year GDP 

growth. The outlook for growth depends largely on the oil price, with Thailand one of the 

biggest beneficiaries of low oil prices. Depending on the outlook for food price inflation 

there is also scope for further monetary policy following the Bank of Thailand’s unexpected 

interest rate cuts in March and April.  

 India’s wholesale price inflation (WPI) decelerated further from -2.3% year-on-year in March 

to -2.7% in April below the -2.3% consensus forecast. WPI has been negative for six straight 

months, pushed lower by subdued oil prices, better controls over food prices and ample 

spare industrial capacity. Depending on the monsoon season and food price trajectory the 

low WPI reading raises the likelihood of further monetary easing. The Reserve Bank of India 

implemented two unscheduled inter-policy meeting rate cuts in the first quarter.  

 

KEY MARKET INDICATORS (YEAR TO DATE % ) 



 

 

JSE All Share  + 9.32 

JSE Fini 15  + 10.99 

JSE Indi 25  + 10.25 

JSE Resi 20  + 5.99 

R/$   - 2.67 

R/€   + 3.93 

R/£   - 3.07 

S&P 500  + 3.41 

Nikkei   + 13.98 

Hang Seng  + 16.89 

FTSE 100  + 6.13 

DAX   + 18.24 

CAC 40   + 17.31 

MSCI Emerging  + 8.85 

MSCI World  + 5.79 

Gold   + 3.58 

Brent Crude  + 15.49 

 

TECHNICAL ANALYSIS 

 

 The rand remains below successive support levels suggesting a continuation in the rand’s 

depreciation. A break below the R/$ 10.80 level is needed to signal a disruption of the 

depreciation trend line which has been in place since 2011. A break above the key 

“Fibonacci” level of R/$12.15 would open up a further depreciation in the rand to the 

R/$13.00 level.  

 



 

 

 The US dollar index is testing a major 30-year resistance line, which if broken will pave the 

way for further strong gains in the currency.  

 

 The long-term JPMorgan global bond index bull trend remains intact, with the yield 

targeting a new low during the fifth and final wave.  

 

 The US 10-year Treasury yield has broken below key resistance levels of 2.40% and 2.0% 

indicating a trading range of 1.70-2.2% over the medium-term. There is unlikely to be a 

major bear trend in US bonds as the deleveraging phase is still in its early stages. 

 

 The benchmark R186 SA Gilt yield is testing support at 8.15% and needs to break below 

resistance at 7.90% in order to resume its bull trend.  

 

 The MSCI World Equity index is in the 5th and final wave of a rising-wedge formation. A 

rising-wedge formation is a typical trend-ending signal. European equities are set to 

outperform US markets. The Nikkei exhibits the most bullish pattern.   

 

 Since the 1950s the Dow Jones and S&P 500 have displayed 7-year up-cycles and the top of 

the current US equity cycle can be expected in the next year. The next major wave down 

will complete the 16-17 year secular bear market that started in 2000. The secular bottom 

should occur around June 2016.  

 

 In the meantime the S&P 500 is displaying a bullish short-term pattern. The index is moving 

into an advanced triangle pattern which normally signals the continuation of an upward 

trend. If the S&P 500 breaks above resistance at 2070 a further upward move to 2150 is 

likely. This view is corroborated by the “downward flag” of the Dow Jones index, which is 

also associated with an upward break-out.  

 

 The Coppock Curve is a long-term momentum indicator with an excellent track record in 

identifying major market bottoms. It shows that the March 2009 low was a long-term low 

unlikely to be broken. 

 

 Although enjoying a temporary respite Brent crude had previously broken below key 

support levels at $60 and $50 suggesting a continuation of the weakening long-term trend. 

Copper is regarded a reliable lead indicator for industrial commodity prices and barometer 

of global economic growth. It has broken below the 2011 low of $6,500 suggesting a further 

downside move to $5,500.   

 



 

 

 Despite recent advances Gold is in a protracted bear market signalled by rapid declines 

through successive support levels at $1400, $1300 and $1250. Gold’s next target is $1100 

and is likely to breach $1000 before the bear market ends.   

 

 The All Share index has broken to new highs exceeding the 55,000 level for the first time 

indicating a continuation of the long-term upward trend.  

 

BOTTOM LINE 

 The SA Reserve Bank’s (SARB) Monetary Policy Committee (MPC) meets on Thursday to 

decide on monetary policy. The forward rate agreement market is pricing-in a 50% 

probability that the benchmark repo rate will be raised by 25 basis points from 5.75% to 

6.0%. This is up from the 13% probability priced-in prior to the last MPC meeting in March. 

 

 The probability of a rate hike is rising in spite of sluggish economic growth, as the main 

culprits are supply-side driven. Prolonging a low interest rate policy will not address the 

electricity shortages, and other infrastructure bottlenecks in the economy.  

 

 Meanwhile inflation expectations are rising. The SARB’s latest consumer price inflation 

(CPI) forecast for 2015 has increased from a previous 3.8% to 4.8%. The central bank also 

forecasts that due to low base effects in early 2015 CPI will breach the upper-end of its 3-

6% target range in the first quarter of 2016.  

 

 What is causing CPI to go higher? The oil price has rebounded almost 20% in dollar terms 

since the start of the year and expected to lift domestic fuel prices further in coming 

months. The maize price has increased around 30% since the start of the year due to the 

severe drought in maize growing regions. Eskom has applied for a 25.3% tariff increase, 

indicating a substantial rise in administered prices. The public sector wage increase is still 

in negotiation and may create a precedent for high wage settlements across the economy. 

Inflationary expectations will rise if the public sector wage agreement is in excess of the 

inflation rate.  

 

 Meanwhile expectations are rising that the US Federal Reserve will soon embark on its cycle 

of monetary policy normalisation. The first Fed rate hike is likely at the September meeting 

although may come as soon as June. Rate hikes in the US will pressure the rand and lead to 

an increase in imported inflation.  

 



 

 

 The chances of a repo rate hike on Thursday are evenly balanced according to the forward 

rate agreement (FRA) market. However, the FRA ascribes a probability of over 125% to a 

rate hike at the following MPC meeting in August.  

 

 

Disclaimer 

Information and opinions presented in this Report were obtained or derived from public sources that Overberg Asset Management believes are 

reliable but makes no representations as to their accuracy or completeness. Any opinions, forecasts or estimates herein constitute a judgement as 

at the date of this Report and should not be relied upon. There can be no assurance that future results or events will be consistent with any such 

opinions, forecasts or estimates. Furthermore, Overberg Asset Management accepts no responsibility or liability for any loss arising from the use of 

or reliance placed upon the material presented in this Report. 


